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MAKHADO LOCAL MUNICIPALITY 

Annual F-inancial Statements for the year ended 30 June 2012 

Accounting Authority's Responsibilities and Approval 


The accounting officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate ac ou g 
records and is responsible tor the content and integrity of the annua, financial statements and related financial inforimat on 
included in this report It is the responsibility of the accounting officer to ensure that the annual financial statements fair y 
present the state of affairs of the municipality as at the end of the financial year and the results of its operations and caoh flow 
L the period then ended. The external auditors are engaged to express an independent opinion on the annual financial 
statements and were given unrestricted access to all financial records and related data. 

The annual financial statements have been prepared in accordance with Standards of Boa?d 

Practice (GRAP) including any interoretations, guidelines and directives issued by the Accounting Standards Board. 

The annual financial statements are based upon appropriate accounting policies consistently applied and supported by 
reasonable and prudent judgements and estimates. 

The accounting officer acknowledges that he is ultimately responsible for the system of internal financial control established by 
the municipality and place considerable irnpcrtance on maintaining a strong control environmenf To enable the municipality ^ 
meet these re'^ponsibilities the accounting officer sets standards for internal control aimed at reducing the risk of error or defic. 

in a cost effective manner. The standards include the proper delegation of responsibilities TheTe conTrols are 

effective accounting procedures and adequate segregation of duties to ensure an acceptable level of r sk. These cont o s a e 
monitored throughout the municipality and all employees are required to maintain the highest f 

municipality’s business is conducted in a manner that in all reasonable circumstances is above reproach. The focus o^ risk 
management in the municipality is on identitying, assessing, managing and monitoring all known j 

municipality. While operating risk cannot be fully eliminated, the accounting ohcer endeavours to minimise it by ensuring hat 
appropriate^ infrastructure, controls, systems and ethical behaviour are applied and managed within predetermined prouedu 

and constraints. 

The accounting officer is of the opinion, based on the information and explanations given by management that the system of 
internal control provides reasonable assurance that tne financial records m ly be relied on for the preparation o^the annual 
financial statements. However, any system of internal financial control can provide only reasonable, and not absolute, 
assurance against material misstatement or deficit. 

The accounting officer has reviewed the municipality s cash flow forecast for the year to 30 June 2012 and, th® ligh‘ ^ this 
review and the current financial position, he is satisfied that tne municipality has or has access lO adequate resources to 
continue in operational existence for the foreseeable future. 

The municipality is wholly dependent on the government for continued funding of operations. The annual financial statements 
are prepared on the basis that the municipality is a going concern and that the government has neither the intention nor the 
need to liquidate or curtail materially the scale of the municipality. 

Although the management is primarily responsible for the financial affaTS of the municipality, they are supported by the 
Independent consultants where relevant. 


The external auditors are responsible for independently reviewing and reporting on the municipality’s annual financial 
statements. The annual financial statements have been examined by the municipality's external auditors and their report is 
presented on page 5. 


The annual financial statements set out on pages 5 to 46. which have been prepared on the going concern basis, were 
approved by the accounting officer on 31 August 2012 and were signed on its behalf by. 



I.P Mutshinyali 
Muni 'ipal Manager 



MAKHADO LOCAL MUNICIPALITY 

Annual Financial Statements for the year ended 30 June 2012 

Statcjment of Financi al Position 

Figures in Rand ____________ 

Assets 

Current Assets 
Inventories 

Curren': portion of receivables 

Receivables from exchange transactions 

Other receivables from non-exchange transactions 

Prepayments 

Cash and cash equivalents 


Non-Current Assets 
Investment property 
Property plant and equipment 
Intangible assets 

T otal Assets 

Liabilities 

Current Liabilities 

Borrov/ings 

Finance lease liability 

Payables from exchange transactions’ 

VAT payable 

Current portion of unspent conditional grants and receipts 

Provisions 

Consumer deposits 

Bank overdraft 


Non-Current Liabilities 

Borrowings 

Finance lease liability 

Defined benefit obligation 

Provisions 

Total Liabilities 
Net Assets 

Net Assets 
Reseives 

Revaluation reserve 
Accumulated surplus 

T otal Net Assets 


Note 2012 2011 


2 

3,558,629 

4,551,282 

3 

- 

31,462 

4 

46,780,968 

26,009,285 

5 

71,519,611 

86,462.094 

6 

66,171 

- 

7 

15,198 

35,890 


121,940,577 

117,090,013 


8 

52,491,463 

604,753 

9 

1,845,768,070 

1,604,607,856 

10 

20,907 

27,887 


1,898,280,440 

1,605,240,496 


2,020,221,017 

1,722,330,509 


11 

1,807,413 

1,615,355 


5,398,224 

3,463.437 

'13 

163.626,389 

126,406,314 

14 

5.914,87' 

1,838,172 

15 

36,130,084 

24,379,638 

18 

1 1, 247, 680 

15,123,361 

16 

10,087.699 

8,986,408 

7 

6,218,099 

2,492,174 


240,430,459 

184,304,859 


11 

10,245,861 

13,062,819 

12 

28,748,206 

58,748,483 

17 

12,231,850 

11,704,617 

18 

5,423,952 

4,930,865 


56,649,869 

88,446,784 


297,080,328 

272,751,643 


1,723,140,689 

1,449,578,866 


39 1,100,395,368 

622,745,321 

655,325,337 

794,253,529 

1,723,140,689 

1,449,578,866 
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MAKHADO LOCAL MUNICIPALITY 

Annual Financial Statements for the year ended 30 June 2012 

Statement of Financial P erformance 

Figures in Rand _____ — . 


Revenue 

Property rates 
Service charges 

Rental of facilities and equipment 
Fines 

Licences and permits 
Government grants & subsidies 
Other income 

Interest or outstanding debtors 

Interest received earned - external investments 

Total Revenue 

Expenditure 

Personnel 

Remureration of councillors 

Depreciation and amortisation 

Impairment loss 

Finance costs 

Provision for doubtful debts 

Bulk purchases 

General Expenses 

Total Expenditure 
Deficit for the year 


Notes 

2012 

2011 

23 

24 

25 

21 

222,333,139 

_.G57,195-A 

11,648,818 

254,267,863 

36,972,374 

16,694,669 

1,035,379 

32,108,479 

186,682,562 

309,026 

1,684,617 

11,492,586 

246,447,932 

54,463,747 

10,213,885 

2,888,388 


579 , 849,815 

546 , 291,222 

27 

(171,883,712) ’(169,190,238) 

28 

rT6r7S&r^5> 

(16,137,982) 

30 

(122,700,052) 

(93,654,834) 


(54,814,951) 

- 

22 

(7,531,535) 

(7,572,386) 

29 

(46,500,702) 

(108,530,043) 

32 

(141,762,394) 

(109,645,603) 


(180,868,981) 

(105,677,374) 


( 742 , 861 , 974 ) 

( 610 , 408 , 460 ) 


( 163 , 012 , 159 ) 

( 64 , 117 , 238 ) 
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MAKHADO LOCAL MUNiCIPALITY 

Annual Financial Statements for the year ended 30 June 2012 


Statement of Changes in Net Assets 


Figures in Rand _____ 

Balance at 01 July 2010 

Changes n net asseis 
Deficit for the year 
Revaluation reserve 

Transfer from the revaluation reserve to accumulated surplus 

Total changes 

Balance at 01 July 2011 
Changes in net assets 
Deficit for the year 

Total changes 
Balance at 30 June 2012 


Revaluation 

reserve 

Accumulated 

Surplus 

Total net 
assets 

265,198,278 

778,540,944 

1,043,739,222 

469,954,745 

(79,829,823) 

(64,117,238) 

79,829,823 

(64,117,238) 

469,954,745 

390,124,922 

15,712,585 

405,837,507 

655,323,200 

785,757,480 

1,441,080,680 

- 

(163,012,159) 

(163,012,159) 

445,072,168 

(163,012,159) 

282,060,009 

1,100,395,368 

622,745,321 

1,723,140,689 
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MAKHADO LOCAL MUNICIPALITY 

Annual Financial Statements for the year ended 30 June 2012 


Cash Flow Statement 

Figures in Rand 


Cash flows from operating activities 

Receipts 

property rates 

Sale of goods and services 

Grants 

Interest income 
Other receipts 


Payments 
Employee costs 
Remuneration of council 
Finance costs 
Payment to suppliers 


Net cash flows from operating activities 
Cash flows from investing activities 

Purchase of property plant and equipment 
Assets written off through disposal 

Net cash flows from investing activities 

Cash flows from financing activities 

Repayment of borrowings 

Movement in current portion of receivables 

Finance lease liabilty (asset) 

Increase in consumer deposits 
Other cash flow item 

Net cash flows from financing activities 

Net increase/{decrease) in cash and cash equivalents 
Cash and cash equivalents at the beginning of the year 

Cash and cash equivalents at the end of the year 


Note 

2012 

2011 


34,836,428 

231,140,375 

266,018,314 

1,035,379 

53,667,045 

32,108,480 
220,195,799 
235,129,210 
2,888,388 
64,677 634 


586,697,541 

554,999,511 


(171,351,295) 

(16,799,647) 

(2,333,442) 

(141,258,130) 

(166,352,747) 

(16,137,982) 

(7,572,379) 

(218,108,087) 


(331,742,514) 

(408,171,195) 

35 

254,955,027 

146,828,316 


9 

(70,385,240) 

(166,675,182) 

9 

45 056,406 

- 


(25,328,834) 

(166,675,182) 



(2,624 900) 

359,734 


31 462 

- 


(33,263.583) 

1,867,536 

41 

1,101,291 

1,040,885 


(198,617 080) 

(10,324,396) 


(233,372,810) 

(7,056,241) 


(3,746,617) 

(26,903,107) 


(2,456,284) 

24,446,823 

7 

(6,202,901) 

(2,456,284) 
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MAKHADO LOCAL MUNICIPALITY' 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies _______ 


1 . Presentation of Annual Financial Statements 

The annual financial statements have been prepared in accordance with the Standards of Generally Recognised Accounting 
Practice (GR/\P) including any interpretations, guidelines and directives issued by the Accounting Standards Board. 

These annual financial statements have been prepared on an accrual basis of accounting and are in accordance with historical 
cost convention unless specified otherwise. They are presented in South African Rand. 

Assets, liabilities, revenues and expenses have not been offset except when offsetting is required or permitted by a Standard of 
GRAP, 

A summary of the signifcant accounting policies, which have been consistently applied are disclosed below. 

These accounting policies are consistent with the previous period. 

1.1 Presentation of currency 

These annual fnancial statements are presented in Soutn African Rand 

1.2 Significant judgements and sources of estimation uncertainty 

In preparing the annual financial statements, management is required to make estimates and assumptions that affect the 
amounts presented in the annual financial statements and related disclosures. Use of available information and the application 
of judgement is inherent in the formation of estimates. Actual results in the future could differ from these estimates which may 
be material to the annual financial statements. Significant judgements include; 

Trade receivables 

The municipality assesses its trade receivaoles for impairment at the end of each reporting period. In determining whether an 
impairment loss should be recorded in surplus or deficit, the surplus makes judgements as to whether there is observable data 
indicating a measurable decrease in the estimated future cash flows from a financial asset. 

The impairment for trade receivaoles is calculated on a portfolio basis, basec on historical loss ratios, adjusted for national and 
industry-specific economic conditions and other indicators present at the reporting date that correlate with defaults on the 
portfolio. These annual loss ratios are applied to loan balances in the portfolio and scaled to the estimated loss emergence 
period. 

Impairment testing 

The rfscoverable amounts of cash-generating units and individual assets have been determined based on the higher of value- 
in-use; calculations and fair values less costs to sell. These calculations require the use of estimates and assumptions. It is 
reasonably possible that the (name a key assumption] assumption may change which may then Impact our estimations and 
may then require a material adjustment to the carrying value of goodwill and tangible assets. 

The municipality reviews and tests the carrying value of assets when events or changes in circumstances suggest that the 
carrying amount may not be recoverable. In addition assets are tested on annual basis for impairment purposes. Assets are 
grouped at the lowest level for which identifiable cash flows are largely independent of cash flows of other assets and liabilities. 
If there are indications that impairment may have occurred, estimates are prepared of expected future cash flows for each 
group of assets. Expected future cash flows used to determine the value in use of assets are inherently uncenain and could 
materially change over time. 

Provisions 

Provisions were raised and management determined an estimate based on the information available. Additional disclosure of 
these estimates of provisions are included in note "'i - Provisions. 

Post retirement benefits 

The present value of the post retirement obligation depends on a number of factors that are determined on an actuarial basis 
using a number of assumptions. The assumptions used in determining the net cost (income) include the discount rate. Any 
changes in these assumptions will impact on the carrying amount of post retirement obligations. 


9 



MAKHADO LOCAL MUNICIPALITY 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies 


Transfer of functions between entities under common control (continued) 


1.2 

Thp municioaliW determines the appropriate discount rate at the end of each year. This is the interest rate that should be used 
to deTerS t£ pSsLm vale^Ltim'^ated future cash outflows expected to be required to settle the Pension obl^abons. ln^^ 
dPtermininc, the appropriate discount rate, the municipality considers the interest rates of high-quality the torr^s ofthe 

denomlnaled in the currency in which the benefits will be paid, and that have terms to maturity approximating the terms of the 

related pension liability. 

Other key assumptions for pension obligations are based on current market conditions. Additional information is disclosed in 
Note 17. 

Current year service costs, inte-est expense / income and acturial gains and losses are recognised in the statement of financial 
perfomance. 


Effective interest rate 

The munic pality used the prime interest rate to discount future cash fjov/s. 


Allowance for doubtful debts 


A provision for doubtful debts impairment movement is recognised in surplus and deficit, when there is 

T r°mpaired The provision for impairment is measured as the difference Detween the debtors carrying amount and he present 
value of estimated toture cash Hows discounted at the effective interest rate, computed at initial recognition. Doubtful debts are 
written off through the reduction of the provision for doubtful debts impairment account. 


1 .3 Investment property 

Investment property is property (land or a building - or part of a building - or both) held to earn rentals or for capital appreciation 

or both rather than for: , , . „„„„ 

• use in the production or supply of goods or sen/ices or for administrative purposes, or 

• sale in the ordinary course of ope'ations. 

Owner-occupied property is property held for use in the oroduction c supply of goods or services or for administrative 
purposes. 


investment property is recognised as an asset when, it is probable that the future economio benefits or sen/ice potential that 
are associated with the investment property will flow to the municipality, and tne cost or fair value of the investment property 
can be measured reliably. 

Investment property is initially recognised at cost. Transaction costs are included in the initial measurement. 

Where investment property is acquired at no cost or for a nominal cost, its cost is its fair value as at the date of acquisition. 

Costs nclude costs incurred initially and costs Incurred subsequently to add to, or to replace a part of or sen/ice a property If a 
replacement part is recognised in the carrying amount of the investment property, the carrying amount of the replaced part is 

derecognised. 

Fair value 


Subsequent to initial measurement investment property is measured at fair value. 

The fair value of investment property reflects market conditions at the reporting date. 

A gain or loss arising from a change in fair value is included in net surplus or deficit for the period in which it arises 

If the entity determines that the fair value of an investment property under construction is n'-t reliably determinable but expects 
the fair value of the property to be reliably measurable when construction is complete, it measures that investment property 
under construction at cost until either its fair value becomes reliably determinable or construction is completed (whichever is 
earlier). If the entity determines that the fair value of an investment property (other than an investment property 
construction) is not reliably determinable on a continuing basis, the entity measure that investment property using the cost 
model (as per the accounting policy on Property, plant and equipment). The residual value of the investment property is . en 
assumed to be zero. The entity apply the cost model (as per the accounting policy on Property, plant and equipment) until 
disposa' of the investment property. 
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WlAKHADO LOCAL MUNICIPALITY 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies 


1 .3 Investment pronerty (continued) 

once the entity becomes able to measure^eliably f fs Smplete, it is 

previously been measured at cost, it measures that p p rty nmnertv is accounteo for using the cost rriodel in 

presumed that fair value can be measured reliably. If this is not the case, the property is accounteo y 

accordance with the accounting policy on property, plant and equipment. 

1 4 Property plant and equipment 

more than one period. 

municipality: and 

« the cost of the item can be measured reliably 
Property plant and equipment is initially measured at cost. 

rebates are deducted in arriving at the cost. 


Where an asset is acquired at no cost, or for a nominal cost, its cost is its fair value as at date of acquisition. 

Where an item of property plant and equipment is acquired in exchange for a non-moneta^ asset ® 

^mblnat Jn c^f Lnetary Ld non-monetary assets, the asset acquired is initially measured at fair value the c^ If the 
acquired item's fair value was not determinable, it's deemed cost is the cariymg amount of the asset(s) given up. 

When s.cnificant components of an item of property plant and equipment have different useful lives, they are accounted for as 
separate items (major components) of property plant and equipment. 

Costs include costs incurred initially to acquire or construct an item of propeily plant and equipment and costs incurred 
subtiueSy to add ^replace part of or^ervice it. If a replacement cost is recognised in the carding amount of an item of 
property plant and equipment, the carrying amount of the replaced part is derecognised. 

The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located is also 
included in the cost of property plant and equipment, where the entity is obligated to incur such expenditure, and whe . - 
obligation arises as a result of acquiring the asset or using it for purposes other than the production of inventories. 

Recognition of costs in the carrying amount of an item of property plant and equipment ceases when the item is in the location 
and condition necessary for it to be capable of operating in the manner intended by management. 

Major scare parts and stand by equipment which are expected to be used for more than one period are included in pro^rty 
plant and equipment. In addition, spare parts and stand by equipment which can only be used in connection with an item of 
property plant and equipment are accounted for as property plant and equipment. 

Maior inspection costs which are a condition of continuing use of an item of property plant and equipment and which meet the 
Sogmlion criteria a^ are included as a replacement in the cost of the item of property plant and equipment. Any remaining 
inspect cn costs from the previous inspection are derecognised. 

Property plant and equipment is carried at -evalued amount, being the fair value at the date of revaluation less any subsequent 
accurnuiated depreciation and subsequent accumulated impairment losses. 

When an item of property plant and equipment is revalued, any accumulated depreciation at the date of the revaluation is 
restated proportionately with the change in the gross carrying amount of tne asset so that ^he carrying amount of the asse. after 
revaluation equals its revalued amount. 

When an item of property plant and equipment is revalued, any accumuiatea depreciation at the date of the revaluation is 
eliminated against the gross carn/ing amount of the asset and the net amount restated to the revalued amount of tne asset 
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WlAKHADO LOCAL MUNICIF^ALITY 

Annual Financial Statements for the year ended 30 June 201 2 

Accounting Policies ________ 


1 ,4 Property plant and equipment (continued) 

The revaluation surplus in eqr . related to a specific item of property plant and equipment is transferred directly to retained 
earnings when the asset is derecognised. 

carrying amount and depreciation based on the original cost of the asset. 

Properly plant and equipment are aepreciated on the straight line basis over their expected useful lives to their estimated 
residual value. 


The useful lives of items of 


property plant and equipment have been assessed as follows: 


Item 

Buildings 
Other ven cles 
Furniture and fixtures 
Specilised vehicles 
Office equipment 
Computer equipment 
Finance lease assets 

• Office equipment 

» Other assets 

Infrastructure 

• Roads and Paving 

» Pedestrian Malls 

• Electricity 

• Water 

• SiWerage 
Comrr unity 

• Eluildings 

• Ftecreational Facilities 

• Security 

• Halls 

• Libraries 

• Parks and gardens 

• Other assets 
Watercraft 

Bins and containers 
Specialised plant and equipment 
Other items of plant and equipment 
Landfill s tes 
Emergency equipment 
Computer so'itware 
Heritage assets 
» [Buildings 

«■ Painting and airfacts 


Average useful life 

30 years 
5-10 years 
7-14 years 
10 years 
7-14 years 
3-6 years 

7-14 years 
5 years 

30 years 
30 years 
30 years 
20 years 
30 years 

30 years 
30 years 
5 years 

20 years 
15 years 
7-14 years 
15 years 
5 years 
10 years 
5 years 
5 years 
‘ 0 years 
3-5 years 

3C years 
7 years 


The residual value, and the useful life and depreciation method of each asset is reviewed at the end of each reporting date. If 
the expectations differ from previous estimates, the change is accounted for as a change in accounting estimate. 


Review ng the useful life of an asset on an annual basis does net require the entity to amend the previous estimate unless 
expectations differ from, the previous estimate. 


Each part of an item of property plant and equipment with a cost that is significant in relation to the total cost of the item is 
depreciated separately. 

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying amount of 
another asset. 


Items of property plant and equipment are derecognised when the asset is o sposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. 
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MAKHADO LOCAL !ViUNICIF*ALITY 

Annual l-inancial Statements for the year ended 30 June 2012 

Accounting Policies 


1 .4 Property plant and equipment (continued) 


flows on these assets are included in cash flows from operating activities in the cash flow statem . 

1.5 Intangible assets 

" “b1 el an ei««, anb sb«, bans,. neb, licenaab, ren.ed o, escbangeb, 

. sep.,,,. 

from the municipalihy or from other rights and obligations. 


An intanigible asset is recognised when; 

• ' it is probable that the expected future economic 


benefits or service potential that are attributable to 


fiov,/ to the municipality: and 

the cost or fair value of the asset can be measured reliably. 


the asset will 


Intangble assets are initially recognised at cost. 

An intangible asset acquired at no or nominal cost, the cost shall be its fair value as at the date of acquisition. 

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred. 

An intangible asset arising from development (or from the development phase of an internal project) is recognised when: 

An I, ^,11 be available for use or sale. 

there is an intention to complete and use or sell it. 
there is an ability to use or sell it. » . , 

it will oenerate orobable future economic benefits or service potential. 

S Sb^ finabcal abb otb.r raa.urcas lo pomplala lb. d.v.lbpm.m and ,o ua. d, sell th. 

-• fhe expenditure attributable to the asset during its development can be measured reliably. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 

An intanoible asset is regarded as having an indefinite useful life when, based on all relevant factors, there is no foreseeable 

Lset may be impaired. For all other intangible assets amortisation is provided on a straight line basis over their usefu . 

The amortisation period and the amortisation method for intangible assets are reviewed at each reporting date. 

Rp 3 ,,p==ino the useful life of an intangible asset with a finite useful life after it was classified as indefinite is an indicator that 
the aiLet miy beS^^ As a ^esulUhe asset is tested for impairment and the remaining carrying amount is amortised over 

its useful life. 


Interriaily generated brands, mastheads, publishing 
intangible assets. 


titles, customer lists and items similar in substance are not recognised as 


13 



fVIAKHAD'O LOCAL WIUNICIPALITY 

Annual Financial Statements for the year enced 30 June 2012 

Accounting Policies 


1.6 Financial instruments 

Receivables from exchange transactions 

Trade receivables are measured at in, t, a, recognition ^>^ 3 . 

effective interest rate method. Appropriate allowances debtor, probability that the 

when there is objective evidence that the asset ,s impaired^ ^^"Iror derqu (more than 30 days overdue) 

debtor will enter bankruptcy or financial reorgan^ation, ° measured as the difference 

^^::n 

rate computed at initial recognition. 

The carrying amount of the asset “g^g^jg^^eTeivable'is uncollechb^^^ off aga'osl the 

operating expenses in surplus or deficit. 

Trade and other receivables are classified as loans and receivables 
Payabies from exchange transactions 

Trade payables are initially measured at fair value, and are subsequently measured at amortised cost, using the effective 
interest rate method. 

Cash and cash equivalents 

and subsequently recorded at fair value. 

Bank overdraft and borrowings 

Bank ousrorafM ana borrowings are initially measuted at fair .aloe, are f' f’*'f "^onTo^sTand mTs°eS 

for borrowing costs, 

Impairment of financial assets 

The municipality assesses at each statement of financial position(,ncrease/decrease) date whether a financial asset or group of 
financial assets is impaired. 

Assets are carried at amortised cost. 

If there is obiective evidence that an impairment loss on loans and receivables carried at amortised cost has been incurred, the 
amount of the loss is measured as the difference between the asset's carrying amount and the Pr^^e^^ 

future cash Hows {excluding future credit losses that have not been incurred) be 

effective interest rate d.e. the effective interest rate computed at imtiai recognition). The carrying amount of the asset shall oe 
reduced either directly or through the use of an allowance account. The amount of the loss shall be recognised in suiplus c 
deficit The municipality first assesses whether objective evidence of impairment exists individually for financial assets that are 
individually significant, and individually or collectively for financial assets that are not individually significant, it is deterrnined 
that no obLcbve evidence of impairment exists for an individually assessed financial asset, wnether sigriifican or no the asset 
is included in a group of financial assets with similar credit risk characteristics and that group of financial assets i- collectively 
assesSd for impa^^^^ent. Assets that are individually assessed for impairment and for which an impairment loss ,s or continues 
to be recognised are not included in a collective assessment of Impairment, 
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MAKHADO LOCAL MUNICIPALITY 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies __________ 


1.7 Leases 

A lease is classified as a finance lease if it transfers sutostantially all the risks and rewards incidental to ownership. A lease is 
classified as an operating lease if it does not transfer substantially all the risks and rewards incidental to ownership. 


When a lease includes both land 


and buildings elements, the entity assesses the classification of each element separately. 


Finance leases - lessee 

Finance leases are recognised as assets and liabilities in the statement of financial position(increase/decrease) at amounts 
equal to the fair value of the leased property or, if lower, the present value of the minimum lease payrnents. The corresponding 
liability to the lessor is included in the statement of financial position(increase, 'decrease) as a finance lease obligation. 

The discount rate used in calculating the present value of the minimum lease payments is the interest rate implicit in the lease. 

Minimum lease payments are apportioned between the finance charge and reduction of the outstanding liability. The finance 
charge is allocated to each period during the lease term so as to produce a constant periodic rate of on the remaining oa 
of the liability. 

Any contingent rents are expensed in the period in which they are incurred. 

Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The differettce be^een 
the amounts recognised as an expense and the contractual payments are recognised as an operating lease asset or liability. 


1.8 Inventories 

Inventories are initially measured at cost except where inventories are acquired at no cost, or for nominal consideration, then 
their costs are their fair value as at the date of acquisition. 

Subsequently inventories are measured at the lower of cost and net realisable value. 

Inventories are measured at the lower of cost and current replacement cost where they are held for; 

» distribution at no charge cr for a nominal charge; or ■ . ^ 

• consumption in the production process of goods to be distributed at no charge or for a nominal charge. 

Net realisable value is the estimated selling price in the ordinary course of operations less the estimated costs of completion 
and the estimated costs necessan/ to make the sale, exchange or distribution. 

Current replacement cost is the cost the municipality incurs to acquire the asset on the reporting date. 

The cost of inventories comprises of all costs of purchase, costs of conversion and other costs incurred in bringing the 
inventories to their present location and condition. 

The cost of inventories of items that are not ordinarily interchangeable and goods or services produced and segregated for 
specific projects is assigned using specific identification of the individual costs. 

The cost of inventories is assigned using the weighted average cost formula The same cost formula is used for all inventories 
having a similar nature and use to the municipality. 

When inventories are sold, the carrying amounts of those inventories are recognised as an expense in the period in which the 
related revenue is recognised. If there is no related revenue, the expenses are recognised when the goods are distributed, or 
related sen/ices are rendered. The amount of any write-down of inventories to net realisable value or current replacement cost 
and a I losses of inventories are recognised as an expense in the period the write-down or loss occurs. The amount o1 any 
reversal of any write-down of inventories, arising from an increase in net realisable value or current replacement cost, are 
recognised as a reduction in the amount of inventories recognised as an expense in the period in which the ,-eversal occurs. 

1.9 Prepayments 

Any expenses incurred for payment of any obligation to the extent that the payment exceeds the amount actually due as at the 
end of the financial year shall be recognised as assetfprepaid expenses) to the extent that the prepayment will lead to , for 
examole, a reduction in future payments or a cash refund. 
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MAKHADO LOCAL MUNICIPALIP/ 

Annual Financial Statements for the year ended 30 June 201 2 

Notes to tne Annual Financial State ments 

Figures in Rand — 


36. Additional disclosure in terms of Municipal Finance Management Act 

Contributions to organised local government 

Opening tialance 
Current yesar subscriptions 
Amount paid - current year 
Amount paid - previous years 


Audit fees 

Current year audit fee 
Amount paid - current year 


PAYE and UIF 

Current year payroll deductions 
Amount paid - current year 


Pension and Medical Aid Deductions 
Opening balance 

Current vear payroll deductions and Council Contributions 
Amount oaid - current year 


VAT 

VAT payable 


2012 

2011 

520,996 

1,628.296 

(1,628,296) 

(520,996) 

1,81 1,261 
(1,290,265) 

- 

520,996 


5,469,199 

(5,469,199) 

3,522,093 

(3,522,093) 

- 

- 

25,497,575 

(25,497,575) 

23,807,742 

(23,807,742) 





92,433 

46,690,015 

44.414,275 

(46,690,015) 

(44,506,708) 

- 

- 

5,914,871 

1,838,172 
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MAKHADO LOCAL ^MUNICIPALITY 

Annual Financial Statements for the year ended 30 June 20t2 
Notes to ttie Annual Financial Statements 


2012 2011 

Figures in l^and — ” 


36. Additional disclosure in terms of Municipal Finance Management Act (continued) 
Councillors' arrear consumer accounts 


The following Councillors had arrear accounts outstanding ror more than 90 days at 30 June 2012; 



Outstanding 

Outstanding 

Total! 

30 June 2012 

less than 90 

more than 90 

R 


days 

days 



R 

R 



1,187 

- 

1,187 

Underwood JP 

385 

30,782 

31,167 

Jooma ZA 

234 

995 

1,229 

Nemafhofioni MG 

1,761 

- 

1,761 

Melange '’M 

279 

2,981 

3,260 

Malima ME 

335 

4,070 

4,405 

Mathavha HF 

246 

3 

249 

Mathoma MP 

123 

- 

123 

Mamatsiara MS 

56 

1,060 

1,116 

Mukhari MF 

500 

12,910 

13,410 

Mahlalisa SV 

3,507 

- 

3,507 

Ahmed MO 

460 

16,059 

16,519 

Baloyi SF: 

131 

- 

131 

Mutavhatsindi FD 

1,177 

- 

1,177 

Ngobeni NE 

470 

- 

470 

Mboyi MC) 

1,916 

- 

1,916 

Selepe MR 

427 

5,568 

5,995 

Mboyi MC) 

116 

- 

116 

Mashau TR 

3,139 

8,295 

11,434 

Kennealy A 

16,449 

82,723 

99,17:2 



Outstanding 

Outstanding 

Total 

30 June 2011 

less than 90 

more than 90 

R 


days 

days 



R 

R 



205 

- 

205 

Gundula A.S 

102 

- 

102 

Nemalegeni PRJ 

412 

134 

546 

Mutavhatsindi FD 

124 

- 

124 

Maboho NK 

891 

- 

891 

Bopape MB 

163 

1,223 

1,386 

Kennealy A 

911 

2,462 

3,373 

Mboyi MD 

794 

5,728 

6,522 

Mudau TJ 

2,674 

2,288 

4,962 

Makananise MM 

4,431 

- 

4,431 

Selepe f/IR 

10,707 

11,835 

22,542 

During the year the following Councillors' 

had arrear accounts outstanding for more than 90 days 





Flighest 

Aging 

30 June 2012 


outstanding 

(in days) 



amount 




30,782 

150 

Jooma 7-A 


17,882 

150 

Baloyi SR 


48,664 

300 
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MAKHADO LOCAL fVlUNICIPALITY 

Annual Financial Statements for the year ended 30 June 2012 

Notes to the A nnual Financial State m ents 

Figures in Fiand 


36. Additional disclosure in terms of Municipal Finance Management Act (continued) 

30 June 2011 


Makananise MM 
Selepe MR 


Flighest 

outstanding 

amount 

6,513 

10,899 

17,412 


Aging 
(in days) 


90 

90 


180 


37. Risk management 
Liquidity risk 

Th. nsk .. is a result of me 

liquidity risk through an ongoing review of future commitments ana credit facilities. 

Cash flow forecasts are prepared and adequate utilised borrowing facilities are monitored. 

within 12 months equal their carrying balances as the impact of discounting is not significant. 


Less than 1 Between 1 and Between 2 and Over 5 years 
year 2 years 5 years 

1,807 413 2,020,667 

242,013 137 

2 269,154 - 21,306,289 


8,225,193 

10,555,757 


Less than 1 Between 1 and Between 2 and Over 5 years 
year 2 years 5 years 

1,615.355 - 3,828,080 

208.370 177 

3,463,437 - 58,748,484 


9,234,739 


At 30 June 2012 
Borrowings 

Trade and other payables 
Finance lease lability 

At 30 June 2011 

Borrowings 

Trade and other payables 
Finance lease liability 

Interest rate risk 

risk. 

Borrowings issued at fixed rates expose the municipality to fair value interest rate. 

Development Bank of Southern Africa loans at an average rate of 7.47%, 

INCA loan fixed at 1 1 .47% 

Credit risk 

Credit risk consists inamlv of cash deposits, cash equivalents, derivative financial instruments and trade debtors. 1 he 
municipality only deposits cash with major banks with high quality c'edit standing and limits exposure to any one 

party. 

Trace receivables comprise a widespread customer base Management evaluated credit risk relating to customers on an 
ongoing basis. If customers are indespendently rated, these ratings are used. 


Financial assets exposed to credit risk at year end were as follows: 


2012 


2011 

34.190 


Financial instrument 
Investmfjnt in ABSA Bank 
Trade and other receivables 
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